TIME WARNER

Carol A, Melton
vice President-law
and Public Pobioy

June 25. 1996

Mr. William F. Caton

Secretary

Federal Communications Commission
1919 M Street, N.W.

Room 222

Washington, D.C. 20554

Re: Docket No. 96-98

Dear Mr. Caton:
On June 25, 1996, Janis Stahlhut and Don Shepheard of Time Warner Communications
and the undersigned met with James Schlichting, Richard Lerner and Leslie Selzer of the
Common Carrier Bureau to discuss issues in the above-referenced proceeding. The
attached document was distributed in the meeting and summarizes the matters addressed.
Sincerely yours,
~

Carol A. Melton
cc: James Schlichting

Richard Lerner

Leslie Selzer
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TELECOMMUNICATIONS ACT OF 1996
IMPLEMENTATION OF LOCAL COMPETITION

1. PRICING STANDARDS

2. MUTUAL TRAFFIC EXCHANGE

3. UNBUNDLED ELEMENTS & ACCESS
SERVICES

4. STATE IMPOSITION OF SECTION 251(C)
REQUIREMENTS ON CLECS
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TELECOMMUNICATIONS ACT OF 1996
IMPLEMENTATION OF LOCAL COMPETITION

ING ST

The Section 252 Pricing Standards differentiate among the facilities/services required
by the various classes of competitor (See Chart)

e Interconnection & Network Elements - Section 252 (d)(1)
- Based on Cost: Economic Standard (TSLRIC)
- Reasonable Profit: Policy Standard
- Policy considerations should differentiate between essential and non-

essential facilities

e Transport and Termination - Section 252 (d}(2)
- Based on Additional Costs: Economic Standard (LRIC)
- Call Termination represents a permanent “last bottleneck™
While the NPRM suggests that the pricing standard for transport &
termination could be the same as for interconnection & network elements, the
statutory language and economics of the competitive business suggest that
there is a legitimate differentiation.

e Resale - Section 252 (d)(3)
- Retail rates less avoidable costs
Avoidable cost standard must consider net avoided costs. Wholesale prices
must reflect costs of wholesale functions (billing, collections, customer
services. etc.)
- Artificially-contrived discounts that fund artificially-low rates change the
economics of building competitive facilities
[XCs have attempted to exclude legitimate wholesale costs to justify steep
discounts
- IXCs" strategy has more to do with long distance competition than local
competition. Looking for steep discounts to fund a “pre-emptive strike”
against RBOCs in form of local service price war. (See Wall St. Journal.
5/30/96)
~ Relationship of the “cost of interconnection” to the “cost of resale” could
potentiallv deter facilities-based investment decisions.
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MUTUAL TRAFFIC EXCHANGE

Adopting a Mutual Traffic Exchange approach will help achieve Congress’ goal of
rapidly establishing competition in the local exchange marketplace

o Mutual Traffic Exchange satisfies requirement for “mutual and reciprocal
recovery” of costs by each carrier

e Mutual Traffic Exchange is not a system of free interconnection. It provides each
carrier with a tangible economic benefit in licu of a cash payment.

e Economically efficient where traffic is relatively in balance and long-run
incremental costs are de minimus. .

- Competitors in mass market can be expected to attract a normal sample of the
population segment, resulting in relatively balanced traffic.

- Avoids Transaction costs which impose a relatively greater burden on new
facilities-based entrants. Transaction costs could exceed benefits of
compensation rate.

- Compensation rates provide economic incentive to skew traffic balance.

e An alternative to pure Mutual Traffic Exchange would be to apply compensation
rates only to traffic outside a specified “zone of balance.”

- Recognizes that de minimus differences in terminating traffic do not justify
the onset of transaction costs.

- Where traffic imbalance exceeds a threshold level, party with greater amount
of traffic receives cash payment.

Commission rules should require parties to negotiate a Mutual Traffic Exchange
arrangement which allows each party to manage their respective risk.

There should be an initial period of pure mutual traffic exchange (9-12 months).
Threshold over which compensation rates apply should take into consideration
transaction cost levels, as well as conditions contributing to out-of-balance traffic

(e.g., interim number portability)
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UND A%

Rules for unbundled network elements should not economically deter facilities-based
competition.

e [XCs seek to recombine network elements at TSLRIC prices to avoid Section
251(c)(4) Resale. If allowed, will tend to foreclose meaningful facilities-based

competition.

e Switch Platform proposal provides little incentive for investment in switching
facilities. :
Provides all the benefits of switch ownership without any of the risk of

underutilized capacity.
- IXCs seek LEC economies-of-scale at TSLRIC prices.
- Congress did not intend to eviscerate the Part 69 access charge rules.

e Definition of network element in the Act does not preclude charging for features,

functions and capabilities on a usage basis.
- *..a facility or equipment used in the provision for a telecommuncicatiions

service. Such term also includes features, functions, and capabilities that are
rovi me 1lities or equi nt...” [Sect. 3(a)(45)]
TE I ION OF . 1
States cannot impose Section 251(c) requirements on non-incumbent LECs.

e Only the Commission may rule for treatment as an incumbent LEC in accordance
with the conditions set out in Section 251(h)(2).

e The Commission’s Order in Docket 96-98 needs to affirm this provision to avoid
petitions for preemption.
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TELECOMMUNICATION ACT OF 1996
SECTION 252 PRICING STANDARDS

STATUTE STATUTORY PRICING
REFERENCE FACILITIES REQUIREMENT STANDARD
SECTION 252(d)(1) | INTERCONNECTION 1.) BASED ON COST TSLRIC
and and

NETWORK ELEMENTS 2.) REASONABLE PROFIT POLICY
SECTION 252(d)(2) | TRANSPORT & MUTUAL & RECIPROCAL LRIC

TERMINATION RECOVERY OF COSTS BASED ON

(Call Completion) ADDITIONAL COSTS OF CALL

TERMINATION

SECTION 252(d)(3) { FULL SERVICES RETAIL RATES LESS AVOIDABLE WHOLESALE

COSTS
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